Introduction
Economic performance in Europe has been disappointing since 2000, when EU heads of state and government agreed, at the Lisbon European Council, to make the European Union 'the most competitive and dynamic knowledge-based economy in the world, capable of sustainable economic growth with more and better jobs and greater social cohesion'. In the euro area economic growth averaged just 1.4% from 2001 to 2004, compared with 2.7% from 1996 to 2000.
Employment growth in the same periods also halved and the rate of unemployment rose by a full percentage point from an already unacceptably high level.
The explanation of this dismal performance offered by mainstream economists, and accepted by parties across much of the political spectrum, is simple: labour market and other institutional imperfections -and thus a 'lack of structural reform' -are making it impossible for Europe to compete against more flexible advanced capitalist countries (like the US) and the rising low-wage economies of Asia, while such institutional rigidities raise unemployment by maintaining wages above 'equilibrium' levels.
Ultimately it matters little that the facts (not least Europe's rather good economic performance in the late 1990s and the growth and employment patterns within Europe) do not support this simplistic view. European governments, spurred on by the Lisbon Strategy, have embarked on a series of liberalising reforms, particularly in the area of labour market and welfare state institutions. To date these reforms appear, if anything, to have worsened an already difficult situation.
At the time of writing, Germany, which accounts for one third of EMU output, appears set to embark on a further round of cutbacks and tax increases; meanwhile the European Central Bank (ECB) has begun to raise interest rates. It is hard to see how, under such conditions, the fragile upturn that had just begun to manifest itself after five years of virtual economic stagnation can be sustained.
From both the academic and political margins, there has been a sustained critique of this mainstream view: Europe's economic woes are due not to its labour market institutions or other 'market rigidities', but, largely, to inappropriate macroeconomic policy. Both the monetary policy of the ECB and national fiscal policy, as constrained by the Stability and Growth Pact, have come in for criticism, and a range of reform proposals made.
This contribution is located broadly within that second, Keynesian-inspired tradition. However, it deals less with macroeconomic -monetary and fiscalpolicy itself, focussing rather on the contribution that wage-setting can play, in conjunction with a more expansionary macroeconomic policy stance, in addressing Europe's economic and employment growth problems. The aim is to set out the role that wage-setters along with the monetary and fiscal authorities would need to play to achieve higher economic growth over an extended period, bringing Europe close to what might be considered 'full employment'. Attention will be paid to the coordination requirements of such a strategy.
The proposals made here need to be seen in the light of 'political economy' constraints. As I have argued in previous work, the Maastricht architecture is effectively 'set in stone' (Watt 2005) . Fundamental changes to that 'regime' are unlikely, except, possibly, by way of a major economic crisis, whose political outcomes might well prove less rather than more favourable. Consequently, an attempt is made here to build on existing institutions and to argue, where possible, in ways that can be related to elements of mainstream thinking and policymaking.
The paper is structured as follows. Section one briefly reviews the treatment of wage-setting and wages (or incomes) 'policies' in post- Keynesian thought, showing how the focus has moved away from incomes policies since the end of 'full employment capitalism' in the 1980s. It also discusses the role of the nonaccelerating inflation rate of unemployment (NAIRU) in mainstream thinking, and how it might be conceived in a Keynesian-inspired policy perspective. Section 2 presents a simple model of the interaction between 'wage policy' and 'macroeconomic demand policy' in the context of a monetary union. An optimal trajectory for nominal wage growth and nominal demand is set out. Section 3 considers the extent to which such an optimal constellation can be realised in a real-world situation such as EMU and what reforms this would require. The paper concludes with some brief reflections on policy and theorising in the Keynesian tradition.
Wage-setting in post-Keynesian thought and the role of the NAIRU
In 1979, just before the shift in economic policy paradigm that followed the elections of Thatcher and Reagan, Alfred Eichner edited 'A guide to postKeynesian economics', one of the first overviews of post-Keynesian thinking. In his Introduction Eichner describes as 'one point on which economists with a postKeynesian perspective are likely to agree':
The conventional policy instruments (…) do not moderate, except most imperfectly, the income claims against available output so that the growth of nominal income over time will be equal to the growth of real income, without the need for rising prices to bring the two into balance. It is for this reason that post-Keynesian economists, instead of asking whether an incomes policy is necessary, have generally moved on to the question of how an incomes policy can be made to work effectively and equitably.' (Eichner 1979: 17) Most of the other contributors, whether discussing income distribution, pricing, or the labour market, also refer to the need for (and in some cases the problems of) incomes policies. While expressing some scepticism about controlling wages, Basil Moore closes with three basic policy alternatives: 'Continuing and possibly increasing wage inflation (…). A slump and a massive rise in unemployment to keep money wage increases low. Or some sort of incomes policy. These three alternatives exhaust the set. There are no other games in town. ' (op. cit.: 138) Moreover, closing the book with 'A look ahead', Eichner states:
'The preceding essays have been like a chorus in arguing that inflation cannot be brought under control -except at too great a cost in terms of reduced output and higher unemployment -unless the conventional policy instruments for regulating the economy are supplemented by an incomes policy ' (op. cit.: 174 One obvious point is the decline in inflation. Incomes or wages policies were seen primarily as a means to reduce inflation, which in the 1970s was unacceptably high. Now that inflation has been conquered -albeit using hugely costly deflationary macroeconomic policies -Keynesian-oriented economists have lost interest in incomes policies as a means to reduce it.
Another possible reason lies in changes in collective bargaining systems. In many countries, and especially in the UK and the US, collective negotiation of wages, which is a prerequisite for getting a 'handle' on nominal wage developments, has been eroded in favour of more 'decentralised' forms of wage bargaining (e.g. Traxler et al. (2001 ), Schulten (2004 . This has been accompanied by declines in the union density and collective bargaining coverage indicators compiled by the OECD. Thus it can be argued that, even if a wages policy can in theory be a useful weapon in policymakers' armoury, it is not a practical alternative because the institutional basis is lacking.
A third reason is a concern that a wages policy is one-sidedly directed at labour, and will thus tend to promote a shift (or exacerbate an existing trend) in the functional distribution of income from labour to capital. To the extent that such a redistribution, via its effects on demand, is also held to be detrimental to growth and employment, such a policy is claimed to be both unjust and, ultimately,
ineffective.
Yet arguments can be adduced against all three positions. To the first, I argue presently that a policy of ensuring appropriate net wage-setting is, at heart, a policy for growth and employment. I discuss the other two arguments more fully in section 3. Suffice it to say at this stage that developments during the 1990s
show that the trend to bargaining decentralisation is neither pervasive nor irreversible, and one of the main aims of focussing on a guideline for nominal wage growth is precisely to prevent a further deterioration in the functional distribution of income. This requires (at least) that for any economy the NAIRU is a) a reflection of those rigidities, b) its position is known. (Stockhammer (2004: 56 ff) 
a. A single-country model
In this model it is assumed that, together, the public authorities can determine, in a medium-run perspective, the rate of growth of nominal demand in the economy. Simplifying further, the central bank is assumed to set short-run nominal interest rates in such a way that aggregate nominal demand (M) expands at a given rate (m -throughout rates of change are indicated by lower case letters). This aggregate nominal demand has a quantity and a price component 5 , so that changes in nominal demand are the sum of changes in real output (y) and prices (p).
Output is also defined as labour input (employment, E) multiplied by the productivity of labour (Y/E),
This section develops previous work by the author (especially Watt 2006) . See also Koll 2005. 5 The reader is reminded that this is a mathematical identity. The central bank sets interest rates and then the supply of money is determined endogenously by demanders of credit. The question of the ability of macroeconomic policy to control nominal demand is dealt with in section 3.
Thus changes in output (economic growth) are also equal to: the sum of the change in employment and in productivity (π), or y = e + π
Combining the two equations for y and rearranging we obtain our basic equation: e = m-p-π i.e. the rate of employment growth is equal to the growth of nominal demand less inflation, less the rate of productivity growth. We can now consider, in this simple model, 'optimal' behaviour by the different actors.
The task of an inflation-targeting central bank, as in the ECB mandate, is to ensure that inflation stays, in the medium term, close to a target (p*).
The question is, what determines how nominal demand is transposed into
increases in y and p. In standard models it is the level of domestic aggregate demand with respect to the existing productive potential that does this 6 . Assume that, at the outset, the rate of inflation is constant at the central bank's target. At this point the stock of existing capital is at its 'normal' capacity utilisation and the level of unemployment is such that trade unions are sufficiently weakened to prevent them pushing through inflationary wage increases, firms cannot raise prices, and the economy is considered to be in equilibrium: inflation will be constant at the target rate (p*), output will be equal to productive potential (Y*) and unemployment will be at the NAIRU. In the standard model, this is nirvana:
macroeconomic policymakers can do no better than this. If the authorities expand nominal demand beyond this point inflation will result (m will no longer raise y but merely p). It is the lack of pricing power of workers and firms (wage-and pricesetters) resulting from 'sufficiently high' unemployment that ensures price stability.
Clearly this standard model assumes -among other things -that wages are determined in a simple way such that, when unemployment is above the estimated NAIRU the growth of nominal wages is higher than the sum of productivity and the current rate of inflation, and below that sum when unemployment is below it. In a market-driven wage-setting environment (provided the NAIRU estimate is 'right' and everyone, the 'representative' wagesetter and the central bank believes in it) this may be true.
However, in reality nominal wages are set in complex institutional structures.
Particularly in highly organised, centralised bargaining environments, which remain typical in much of Europe (Schulten 2004) the 'social partners' reach agreement on rates of nominal wage growth for thousands or even millions of workers at a time. Suppose that they can set this rate at will. Specifically, assume that wage-setters agree on (and are able to enforce) a formula whereby, whatever the current rate of inflation and level of demand, nominal wages increase at a rate equal to the rate of medium-run labour productivity growth plus the target inflation rate of the central bank. Subject to the further condition that the scope for price-setters to raise prices is tied to the rate of wage increases -in other words that in the medium term the capital and wage shares of national income and thus the mark-up of prices over costs are constant -in such an environment, when M increases Y will increase by the rate of change of M, whatever that rate is, minus the target inflation rate of the central bank. Thus we can write:
Under these conditions the labour costs of producing a unit of output are the decisive variable in determining inflation and thus the extent to which rising nominal aggregate demand is 'lost' to price increases rather than raising output and employment.
The two variables determining nominal unit labour costs (ULCs) are the growth of overall labour costs and of productivity. In the short to medium run the growth of productivity is relatively insensitive to policy influence This, in turn, puts the institutional mechanisms of (nominal) wage determination and nominal demand creation centre-stage. Provided wage-setters (can) set nominal wage growth at the rate of productivity growth plus the target inflation rate of the central bank, the central bank is able to set interest rates at the level that expands nominal demand at the rate required to hit a target rate of growth for the economy. For a given productivity trend, this also determines the rate of employment growth.
An important implication of this model is that, subject to its conditions, the NAIRU, as traditionally understood, loses its role as a guideline for monetary policy (cf. Hein 2004) . So-called 'structural reforms' (lowering unemployment benefits, weakening trade unions etc.) whose aim, in different ways, is to reduce the NAIRU become superfluous, if not harmful. This is the result, of course, of the assumed ability of wage-setters to set the pace of nominal wage growth autonomously. For this model and the policy prescriptions associated with it to be considered relevant, we cannot duck the question of how long a process of nominal demand expansion cum stability-oriented wage development can continue. Otherwise it would appear that there is no limit to the increase in output and employment. We return to this question in section 3a. Before doing so, we must consider some implications of the fact that, in EMU, wages and fiscal policies are largely set at national level, while monetary policy is set at the level of the currency area as a whole.
b. A multi-level model
Moving one step closer to reality, by considering the case of a single monetary policy with multiple wage-setting and fiscal 'authorities', gives rise to some complications. They are not those that might appear at first sight, however. It is frequently argued, for instance, that both productivity levels and trends and collective bargaining institutions in Europe are too diverse to permit wage coordination. This argument rests on a misunderstanding, however. Such diversity does not pose problems in itself: all that is required is for aggregate wage trends at the national level to conform to the national-productivity-plustarget-inflation-rate rule. This is easily shown.
Consider two countries in a monetary union. Let the rate of productivity growth in the first country be 2%, in the second 3%. The (common) target inflation rate is 2%. Then a sufficient condition for medium-run price stability (and also for an unchanged competitive position between the two countries) is a nominal wage increase of 4% and 5% respectively.
For a currency area (CA) of n countries (a, b…n) we can write:
7 But see section 3d below.
w a = π a + p*, w b = π b + p*……… w n = π n + p* => w CA = π CA + p* Clearly the result for prices in the currency area is independent of the relative size of the countries, as unit labour costs in all countries will grow at the same rate, namely the target rate of the central bank. Moreover, the institutional arrangement that generates this outcome in each country is, in principle, irrelevant 8 .
Matters are more complex, however. So far we have talked only in terms of average inflation rates. While this is the key concern of the central bank, this overall figure consists of the weighted average inflation rates in the member states. For various reasons these are likely to differ, and, moreover, the patterns of such differences will also change over time. This national rate is likely to be of greater interest to national wage-setters and fiscal policymakers. It can be argued, as in the above equation, that if all actors, in their respective national contexts, stick to the overall guideline based on the common inflation target, these inflation differentials will disappear. This logically correct. However, it assumes that inflation differentials are 'a bad thing', that they should be eliminated. Or, to put it another way, that the initial competitive position of countries (their real exchange rates) in the currency area is in equilibrium and also remains that way. This is unlikely to be the case, however. Differential inflation rates remain, even within a developed monetary union, and certainly within an 'immature' union, an important adjustment mechanism for national economies.
Two cases can be considered 9 . The first is where countries enter the monetary union at an incorrect real exchange rate. Countries that enter at too high (low) a rate will have to undergo a period of below-average (above-average) inflation if they are to regain competitive equilibrium. If this adjustment is blocked by adhering to the above wage norms, the former countries will suffer higher (lower) unemployment, with knock-on and probably pro-cyclical effects on fiscal policy.
The second case is where, even though countries enter at the right rate, subsequent developments necessitate an adjustment of the real exchange rate. On the other hand, it is clearly not the case that national wage norms should focus on the current national inflation rate. This would perpetuate inflationary (or disinflationary) processes that result from imported inflation, overheating etc., and destroy the inflation-containing properties of the model.
From this we can draw the provisional conclusion that the national price component in the wage norm should normally lie between the central bank target 9 Further work is necessary to address this complex discussion in detail. The aim here is to set out some basic principles in the context of the policymaking approach advocated. Problems of competitiveness within the euro area and the appropriate adjustment mechanisms are beginning to tax the minds of economists and policymakers. For further discussion see Allsopp/Artis 2003 , DIW 2005 rate and the national inflation rate. What is required is that the (weighted)
average of the price components in national wage norms is consistent with the overall price target, i.e. that countries in which wage and price inflation is above average are offset by those in which it is below, and that this reflects necessary adjustments in competitive position (and thus that they come to an end or are reversed as circumstances change).
Thus the wage-policy condition for a currency area with countries a to n needs to be rewritten as follows:
w a = π a + p a *, w b = π b + p b *……… w n = π n + p n * => w CA = π CA + p* CA where p n * represents the country-specific target inflation rate for country n. In each case this rate will lie between the current national inflation rate and the target rate for the currency area as a whole, i.e. either p a < p a *< p* CA, or p b > p b *> p* CA for below and above-average inflation countries respectively. In addition the weighted average of the national price components must be equal to the overall price target: αp a * + βp b * + … θp n * = p* CA where α β… θ represent the relative weights of the countries in the inflation 'basket' of the central bank (and sum to 1).
c. A consistent trajectory of nominal wages and nominal demand for the euro area in such a model
The model is clearly a gross simplification of reality. Nevertheless, before turning to consider ways in which it might be implemented, at least partially, in the realworld situation of EMU, it is useful to plug some numbers into the model, to see On the one hand the need to allow for competitive adjustment makes it harder to decide on the appropriate quantitative guideline for national wage policy in any given circumstances. The lack of clarity about whether prevailing inflation differentials are justified or need to be counteracted by wage policy will exacerbate the already difficult task of coordinating wage bargaining. On the other hand, such a guideline will be easier to follow in the sense that it reduces the extent to which social partners or trade unions need to impose settlements on their members, because the distance between the pay norm and the rate that market pressures will be pushing towards will be less -in both directions -if the pay component is closer to the current country-specific inflation rate 11 .
We have so far considered the monetary union as a closed economy. However, prices depend not only on domestic costs but also on changes in the prices of imports. This need not be modelled explicitly. In fact, domestic actors should retain their (medium-run) orientation irrespective of changes in import prices.
Consider the case of rising oil prices. In the past this has led either to an attempt to raise nominal wage demands with an initially accommodative but subsequently all the more restrictive demand-side policy (a typical reaction pattern in the 70s and 80s) or a non-reaction by nominal wages but nevertheless a significant tightening of monetary policy, as occurred in 2000 in the euro area 12 .
In such a case, if aggregate nominal wage growth continues to be oriented towards trend productivity growth plus the target inflation rate, higher import prices will not be passed through into wages and domestic prices. Headline inflation will initially rise, but any increase will be contained by the 'anchor' function that nominal unit labour costs have on medium run inflation 13 . There will, in short, be no second-round effects, and no need to tighten macropolicy. It is important that this neutrality by wage and aggregate demand policy is applied symmetrically, i.e. also in the case of a transitory deflationary external shock.
Real-world relevance of the model
The model described above has certain properties derived from the identities used and, in particular, the assumptions made. This section considers the extent to which these assumptions either hold in the real world or can be made to do so by means of appropriate reforms and behavioural changes. It is clearly a difficult matter to assess the quantitative impact of monetary policy, because of the difficulty of isolating it from other influences, the self-fulfilling role of expectations in determining that influence, etc. The ECB assumes an impact on real GDP of about 0.6 p.p. after three years from a 0.5 p.p. rise in base rates (ECB 2002: 56) . Whatever the precise estimate the key point is that the central bank can change rates costlessly, by any amount (subject to a lower bound) and at any time. This gives it operational advantages over fiscal policy. So even if the effect is weak, it merely means that rates must be shifted more often or more substantially. Certainly the ECB would find it easier to manage demand (and to cope with intra-area adjustment needs) if the inflation target were somewhat higher 15 . Of course the bank cannot reduce nominal rates below zero. But even here, it can purchase a whole range of assets from banks for central bank money, injecting nominal demand into the economy.
Clearly, monetary policy is not omnipotent. Its impact is always clouded by some uncertainty and is subject to lags. Moreover, while 'dear money' can be counted on to arrest a boom, if the 'animal spirits' of investors are sufficiently depressed, no amount of 'cheap money' will turn the economy around. In such situations there is a clear case for direct deficit-financed spending by government.
14 For instance: 'At the heart of Post Keynesian monetary policy, therefore, is not so much a body of technical analysis which cuts it off from the mainstream (or at least from its more realistic practitioners) but a desire to rid the practice of policy from its deflationary biases, to reassert the value of discretion in responding to monetary shocks and to restore accountability in the conduct of monetary policy. At the heart of Post Keynesian policy is lower interest rates.' (P. Howells in King 2003: 260) 15 Note that this can be decided autonomously by the ECB and does not require treaty changes.
In principle, the model could operate with fiscal policymakers setting nominal demand growth. However, I tend to the view that, in the medium run and in 'normal' circumstances, because of its greater flexibility monetary policy should normally take the lead, at the aggregate level, in managing nominal demand. In a monetary union such as EMU, especially, this would also facilitate the policy coordination process and require less of a change compared with the current 'regime'. There is thus no disagreement of principle with those post-Keynesians who are more sceptical about the capacity of monetary policy to generate sufficient aggregate demand 16 . The choice of monetary versus fiscal policy to manage demand can be seen as a balancing act, the outcome of which will depend on a number of specific features of the economy concerned at any given time.
What, then, is the role of fiscal policy, in such a model, and in the specific context of EMU? In a unified national context, there is, in my view, a strong case for a 'golden rule' for fiscal policy in 'normal times' 17 . This permits deficit-financing of 'capital spending' 18 while allowing the automatic stabilisers to help smooth the cycle. Such an approach also reduces the risk of conflicts between monetary and fiscal policy concerning responsibility for demand management.
However, fiscal policy certainly needs to play a much more active role in the context of a monetary union. Given a common interest and exchange rate, it represents -along with the real exchange rate set, primarily, by wage-settersthe one main instrument left to national policymakers to offset shocks and promote necessary intra-area adjustments. It is mainly by constraining governments' ability to use this instrument that the Stability and Growth Pact has 16 See for instance, Malcolm Sawyer's concept of the 'constant inflation level of output' (CILO) (Sawyer 2005) . The 'case for fiscal policy' is made by Arestis and Sawyer (2003) . The former paper does, though, refer to the practical difficulties of using fiscal policy mentioned earlier. 17 As indicated above, if expectations are sufficiently depressed, only direct government spending is likely to get an economy out of recession. 18 Therefore, within this framework the level of public investment can be steadily expanded if considered desirable.
done so much damage. National fiscal policy can play a potentially important role in the model suggested here by using the national Phillips curve to help wages adjust to the desired national trajectory (for a more developed wage-fiscal strategy at national level see Hancke/Soskice 2003) . Indeed for countries lacking appropriate collective bargaining institutions this is the only way to steer nominal wage growth, and the policy recommendations linked to the 'NAIRU story', with all their negative social implications, become difficult to escape.
b. controlling nominal wages
In the discussion so far we have heroically assumed that nominal wages are autonomously set by wage-setters, implying a monopsonistic trade union, or at least a highly centralised and cooperative collective bargaining system able to prevent individual wage bargains that contravene the agreed norm. Wage-setters can thus make a credible commitment to other actors to ensure a given rate of nominal wage increases. Although there is no space here to discuss collective and it is very difficult to determine the exact value of pay settlements in such a way that it can be compared with the wage norm. More basically, it is undisputed that an expansion of demand and falling unemployment will, at some point, lead to a breakdown of nominal pay discipline and inflationary pressure.
Is this a valid argument against the policy approach advocated here? It certainly means that the model will never work in reality in the 'perfect' way illustrated above. But in terms of real-world policy-making, the argument, while it certainly poses challenges, is not a fatal one. For it merely means that it is not possible in reality to bring the NAIRU to zero (to render it entirely indeterminate). (Fajertag/Pochet 2000) . Indeed, there is an extensive literature suggesting that coordinated, centralised wage bargaining is associated with better macroeconomic outcomes (Traxler et al. 2001 , OECD 1997 , IMF 2003 , Howell et al. 2004 ). This is not least because a coordinated wage policy avoids the economic fluctuations that arise from using the national Phillips curve, in both directions, to bring the economy back to a sustainable path.
Meanwhile Ultimately, though, the extent to which nominal wage trends can be controlled cannot be known in advance. It must, in practice, be the subject of an iterative social experiment in which confidence is built between the actors (social partners and monetary authorities) and demand is expanded slowly to the point when wage pressures start to occur. This iterative process must be managed: and that is why coordination mechanisms are needed to underpin the process (see subsection e).
c. price-wage link
I will address the issue of the wage-price link, and the extensive literature concerning the distribution between wages and profits, merely by way of reference to the empirical evidence. There is a very close empirical relationship between changes in nominal unit labour costs (ULCs) and changes in prices (Watt 2006) . This is very much in line with the Keynesian/post-Keynesian view that, as a class, workers cannot raise their real wage by raising nominal wages because the latter are the prime determinant of price developments (mark-up pricing) 19 . It is true that the wage share has declined slowly but steadily in Europe during the last 20 years or so (ULCs below inflation). But this has reflected high unemployment in most countries: the wage share has stabilised or more recently risen in low unemployment countries such as the US and UK. Thus to the extent that growth is boosted and unemployment brought down within the strategy advocated, the link between ULCs and prices should become closer.
d. productivity impact
Productivity is assumed to be exogenous in the model purely for simplicity.
Mainstream economists tend to assume that raising employment rates is associated with declining rates of productivity growth, because the additional labour brought into the production process will tend to be of below-average skill level. However, there are many reasons why faster demand and output growth might lead to faster productivity growth. These include higher capacity utilisation, In any case, for the purposes of this exercise it is not necessary to take an ex ante view. Because of the difficulties of distinguishing between cyclical and structural changes in productivity, nominal wage growth should be based on medium-term productivity developments. This norm should be invariant to shortrun changes, but be potentially adaptable once firm evidence emerges of a structural shift in productivity in either direction.
e. need for coordination
I have dealt with the issue of policy coordination at greater length elsewhere (Watt 2006 , Watt/Hallwirth 2003 . To put it most succinctly: a potentially appropriate coordination instrument -the Macroeconomic Dialogue (MED) -does already exist, and although it is currently not effective, it is politically feasible to make it so. Just as is the case with control over aggregate nominal demand and nominal wages, coordination mechanisms do not have to be perfect in order to generate growth and employment outcomes that are markedly superior to the prevailing situation. 20 The US experience of the 1990s can be interpreted in these terms. Far from Greenspan 'seeing' higher productivity growth ahead of everyone else and then expanding demand, it seems more plausible to argue that his policy of low interest rates -e.g. out of concern about the Asian crisis -was a proximate cause of the productivity increase in the 'roaring nineties'. and structured discussions, ways should be developed to enable informal coordination in response to sudden developments.
Concluding remarks
Economic growth and employment outcomes in Europe, and especially in the euro area, have been disappointing, contributing not least to widespread disaffection with European integration. Economists in the Keynesian tradition are convinced that this reflects, above all else, failures of macroeconomic policymaking. 22 An unpublished survey of ETUC affiliates conducted by the author revealed that, prior to EMU (and in some cases since), national union federations typically met with government and the central bank to discuss policy-mix issues on a monthly basis.
Numerous recommendations for fundamental reforms of the economic policymaking architecture have been made, in particular changes to the 'rules of the game' for fiscal and monetary policy. However welcome they would be in strictly economic terms, however, they face the huge political problem of altering rules and institutions that have been established by intergovernmental Treaty between 15 or more member governments, and which therefore require unanimity (Watt 2005: 238ff.) .
Drawing partially on a tradition that used to belong to the core of post-Keynesian economics, this contribution has sought to point out a path towards higher growth and employment without requiring Treaty changes, developing that tradition under the circumstances of contemporary EMU. Undeniably, the prerequisites of this strategy are also considerable. Wage-setting plays a central role, and
Europe's trade unions are making efforts to establish the information, reporting and coordination procedures necessary. Some limited progress has been made.
A decisive breakthrough, though, will depend on macroeconomic policymakers, and especially the central bank, manifesting an interest in such a cooperative approach to policymaking. Currently central bankers have -not unjustifieddoubts about the current ability of trade unions at European and national level to commit memberships at lower levels. Policy is therefore locked in a lowconfidence trap that is harming growth and employment. Trade unions, under the pressure of high unemployment and attacks on collective bargaining and welfare states, have started down the road to a more cooperative strategy that would permit faster growth. Meanwhile political opposition to and pressure on the ECB are mounting, even in quarters (the financial media, finance ministers) that were until recently fiercely loyal to the idea of an independent, conservative central bank. It is to be hoped that such pressure will force the bank to also embark on this path.
As regards theory, the model presented and the approach advocated here are compatible with other strategies that focus, for instance, more on the use of fiscal policy and the conditions necessary to expand the capital stock. It does however suggest that Keynesian economists could usefully pay greater attention to wage determination in their theoretical work, where they can draw on a rich tradition.
